CONTROVERSY persists in macroeconomics. This statement sounds trite and almost immediately prompts the response, "What else is new?" With reference to the "monetarist-fiscalist" controversy, this disinterested attitude is probably on the rise. Professor James Tobin, for example, has written:
Tobin," Friedman's Theoretical Framework." Since there is confusion as to the nature of the monetarist-fiscalist controversy, it is not surprising that the debate persists. Until there is at least agreement as to the nature of the controversy, we cannot expect much progress toward resolving the central issues.
4
Professor Karl Brunner has grouped the central issues of macroeconomics under four topics: the nature of the transmission mechanism, the inherent stability of the economic system, the nature of impulses generating economic income fluctuations, and the approximate separation of allocative and aggregative forces, 5
The focus of this paper is on the monetarist-fiscalist controversy primarily as it relates to (1) the nature of policy impulses and the business cycle and (2) the nature of the transmission mechanism. As background, the historical development of the controversy is traced, albeit cursorily. Next, the current nature of the controversy is examined in greater detail and the Brunner-Meltzer view of the transmission mechanism is discussed in juxtaposition with the well-known Hicksian model. Alternative views of the transmission mechanism can provide some insights into the issues relevant to the monetarist-fiscalist controversy.
Several articles have appeared since this paper was first drafted which have attempted to identify the issues in the controversy. One is Axel Leijonhufvud, "Effective Demand Failures," Swedish Journal of Economics (March 1973) , pp. 27-48, where he argues that the central issue concerns the selfregulatory capabilities of market systems. Another is Robert H. Rasche, "A Comparative Static Analysis of Some Monetarist Propositions," this Review (December 1973), pp. 15-23, where he suggests that the issues revolve on the assumptions about price perceptions by economic units. Professor Rasche concludes that the debate over the relative stability of monetary velocity vs. the autonomous expenditure multiplier has been misdirected. Also see Leonall C. Andersen, "The State of the Monetarist Debate," and the accompanying commentary by Lawrence R. Klein and Karl Brunner, this Review (September 1973) 
DEVELOPMENT OF THE

CONTR.OVERSD AN OVERVIEW
Development of the controversy between monetarists and fiscalists during the post-\Vorld War II period is divided into four periods.
6 Though these periods are not precise and well defined, it is useful to associate evolving opinions and beliefs with the passage of time. Central to the discussion is the interplay of economic experience with economic thinking. Specific economic episodes are capable of having pronounced effects on prevailing macroeconomic thought which rival in importance the effects of carefully prepared theoretical analyses or detailed econometric studies.
Pre-1961.
The post-World War II period prior to 1961 can be characterized as the period marking the development of the Keynesian orthodoxy. This orthodoxy centers on the income-expenditure model as the basic analytical framework of macroeconomic analysis.
7 That is, the "C + I ± G" approach tended to dominate macroeconomic thinking, and paralleled closely the development of the national income accounts.
This school of macroeconomic thought developed quite independently of economic experience. For example, during the middle and late l950s economic policy involved very little experimentation in efforts to achieve the goals of the Employment Act of 1946. As a result, there were few direct tests of macroeconomic propositions on the economic policy front. As near as economists could tell, monetary and fiscal policies were being conducted on the basis of certain established patterns of behavior, with little interplay between economists and policymakers.
8 One of the great "missions" of macroeconomists seemed to be that of convincing policymakers that there were other goals besides balancing the Federal budget. The reasons underlying this lack of interplay between policy and economic thought can be traced to the state of development of economic information at the time and the relatively undeveloped means of processing what information was available. Inability to monitor closely economic conditions contributed to a division between economic thought and policy.
The development of macroeconomic thought prior to 1961 was decidedly Keynesian in the "C +1 + G" sense, with little emphasis on monetary policy, The notion of compensatory fiscal policy became a fixture in textbooks long before it was considered at all seriously by policymakers. About the only dissenting voices during this period were those of Clark Warburton and Milton Friedman.°Insofar as the Keynesian model and the ascending role for fiscal policy was concerned, this dissenting challenge was not a serious one. Even though the Warburton-Friedman challenge was strongly supported with statistical evidence, the developing Keynesian orthodoxy was not about to backstep to an analysis with classical underpinnings.
to 1966
The year 1961 is chosen as the beginning of the next era in macroeconomic thinking primarily because of two significant developments -one dealing with economic policy and the other with a controversial contribution to the economic literature. The policy development was the formation of the "Heller Council," and the "sale" of the Keynesian model to Congress and the public.
10 A significant development in the literature was the publication of a study on quantity theory vs. With reference to applied Keynesian economics, the record and contributions of Professor Walter Heller and his colleagues are familiar.1 2 The notion of "fiscal drag" was developed and eventually Congress was sold on the need for a tax cut to eliminate this "drag." There were few dissenting views within the economics profession during this period of applied Keynesianism. Almost all macroeconomists felt the time was ripe for stimulative policy, and recommendations for expansionary fiscal policy assumed "matterof-factly" that monetary policy was to be accommodative, maintaining stable money market conditions when the Federal Government required funds to finance the deficit.' 3
The 1964 tax cut was considered an unqualified success by most analysts at that time, and the stabilization potential of fiscal policy was enhanced by the acceleration of depreciation allowances and the implementation of an investment tax credit, both in 1962, 14 In fact, by late 1965 the faith in fiscal policy was apparently so strong that it was felt that any significant move toward restraint could be postponed until the last possible moment so as to get maximum advances in output before turning to the problem of checking inflation.' 5
The other development, the Friedman-Meiselman (F-M) study, was creating substantial discussion in academic circles during the 1961 to 1966 period. 16
The F-M study represented a statistical challenge to the Keynesian orthodoxy. The F-M study really did not present evidence which was inconsistent with Keynesian theory, but, rather, the statistical evidence was presented as also being consistent with quantity theory. tT For example, in Teigen, "A Critical Look," p. 10, says, "The empirical evidence presented in support of this 'quantity theory' viewpoint was subjected to criticism so severe that the evidence has never been taken very seriously."
18 Note the following statement from Heller, New Dimensions, p. 9: "The basic structure of the Keynesian theory of income and employment -and even the basic strategies of Haasenian policy for stable full employment -are now the village common of the economics community. When Milton Friedman, the chief guardian of the laissez-faire tradition in American economics, said not long ago, 'We are all Keynesians now,' the profession said 'Amen,'" '°Civen normal publication lags, as well as recognition lags by economists, it is probably impossible to detect any trends in economic literature for a period as short as two or three years. To gain insights into economic thinking on policy issues during short periods, testimony before Congressional Committees is probably the best source, rather than the professional journals, Within the economics profession, but chiefly among policymalcers, the power of monetary restraint was quickly recogn.ized.
2°I n fact, out of fear of a major recession, monetary actions turned stimulative in early 1967, The response of the economy was very rapid. In combination with conti.nuing fiscal stimulus, the turn to monetary stimulus very quickly led to a re-emergence of inflation.
This short experience of about two years resulted in a more eclectic view of monetary and fiscal policy among macroeconomists. General belief in the power of fiscal policy continued, hut now monetary policy was recognized for its potential contribution, This experience, however, was not viewed as a defeat for fiscal policy and the Keynesian model. Rather, the experience suggested that the economy had moved into the "classical range" of the LM curve -the range in which monetary actions have their greatest potency relative to fiscal actions, The final period of review begins with the implementation of the tax surcharge of 1968, which was also accompanied by legislated controls on Federal spending. Faith in the success of this fiscal action was so great that monetary policy was shifted toward ease to avoid "overkifi." Monetary expansion was rapid well into 1969, and inflation accelerated. Accelerating inflation in the face of fiscal restraint was a setback for the advocates of fiscal policy. If monetary restraint could slow the economy in 1966 in the face of fiscal stimulus, why could not the tables be turned? After the fact, the explanation offered by the supporters of Keynesian theory was that the surcharge vras viewed by economic units as temporary.
22 The damage to the "fiscalist position" was especially significant because it marked the first policy setback for Keynesianism since its serious application began in 1963..
At about the same time that doubt was begincing to emerge as to the effectiveness of the 1968 tax surcharge, the Andersen-Jordan (A-fl study was published.
2~T he initial reaction by Keynesians was that the A-J results were simply a rerun of the FriedmanMeisclmnan estimates, except that more sophisti.cated procedures were used in estimating the lags in the response of economic activi.ty to monetary and fiscal acti.ons, 24 But conti-oversy started building up as the success of the 1968 surcharge became more and more suspect.
The A-J results were impressive, and to the limited extent that Keynesians attempted to "beat" them at their own game, the A-J .results stood up remarkably we1l.
2~A s it became difficult to counter the A-J results on statistical grounds, the "black box" notion developed.
26 That is, the old "correlation is not causation" argument appeared, and Keynesians said, "Where is your theory?" Such criticism had been lingering unused among the Keynesians for several years, but the new challenge to the Keynesians provoked a reincarnation of the black box. 1973.27 A NI) i1'1~~1:i1l (l()Nl1'it(I)VERSY Over the last five years there has been considerable confusion as both monetarist and fiscalist factions have been guilty of distorting the opposing faction's model in order to make a point. For example, the discussion has run from "money doesn't matter vs. money matters" to "money matters vs. money only matters," and recently it has been suggested that the issue is really "fiscal matters vs. fiscal doesn't matter." 28
Associated with the development of the monetaristfiscalist controversy has been the question of appropriate research methodology. The evidence in support of monetarist propositions has been based in large measure on a reduced-form approach to the estimation and testing of statistical relationships between monetary and fiscal variables and economic activity. The fiscalist participants in the controversy, on the other hand, have relied on a structural model approach to the estimation and testing of relationships regarding the economic impact of policy variables. 29
The purpose of this section is to discuss these methodological questions as they bear on the controversy.
vs S nine .iSSiiiaeniliC yy2norP
Several side issues have developed in the controversy over the Andersen-Jordan article, The A-J study consisted of the formulation and testing of several macroeconomic propositions. These hypotheses involved various characteristics of the response of nominal CNP to monetary and fiscal actions. The test included direct estimation of equations with changes in GNP as the dependent variable and measures of monetary and fiscal actions as independent variables. This method of testing was called the reduced form approach.
Use of the term "reduced form" is unfortunate, because the term has an alternative meaning in applied econometric analysis. To most of the profession, "reduced form" is automatically associated with a structural model, that is, a set of equations serving as a representation of the behavior of the economic system. Commonly accepted procedure in macroeconomefric analysis in 1968, and continuing to the present is to:
(1) Collect data and make point estimates of the parameters in the structural equations; The Andersen-Jordan study, on the other hand, did not follow commonly accepted procedure in applied econometrics. Their study reported the results of several tests of hypotheses concerning the characteristics of the response of GNP to monetary and fiscal actions. They did not test a particular model depicting the operation of the economic system. Their estimated equations were reduced forms in that they were relationships between one endogenous variable and a number of exogenous variables, but the form of these equations was not derived from an explicitly stated structural system. (Hoiaewood, Ill.: Irwin, 1973) . Basmann comments oa the procedure as follows: "The tendency of policy-oriented ecoaoinetricians has been to formulate models, to argue in a more or less Aristotelian fashion for the plausibility of the undedying assumptions, and to trust to the efficacy of asymptotically efficient (viz., large-sample) methods of statistical estimation to bring them somewhere near knowing the true values of economic parameters." [Basmann, "The Role of the Economic Historian," p. 161.j
The nature of the A-J results caused considerable confusion. At the time, there were certain notions (or vague hypotheses) about the operation of the economic system that prevailed among macroeconomists. These notions were, of course, carryovers from the Friedmau-Meiselman controversy earlier in the decade. The A-J results appeared to be consistent with the quantity theory and not consistent with the Keynesian theory. The "implications" of the Keynesian theory were that fiscal actions were more powerful than monetary actions, so the A-J results were viewed as a challenge to the existing Keynesian orthodoxy.
In retrospect, this association of the A-J results with tentative acceptance or rejection of particular models, though probably inevitable, was also unfortunate. These results set off discussions which were not relevant to the issues at hand, naniely, "How can we accept your results until we see your theory?"
To isolate the issues which are relevant, consider first the irrelevant issues. One irrelevant issue is whether the A-J test is a test of a quantity theory vs. a Keynesian thcory. Andersen and Jordan did not develop and test explanatory models of the mechanism describing the transmiss~ouof monetary and fiscal impulses to the economic system. The A-J tests yielded some interesting implications for the quantity vs. Keynesian theory question, but as presented, the A-J article did not represent a direct test of these alternative theories.
A second irrelevant issue is whether structural or reduced forms are the appropriate methodology. The terms "structural form" and "reduced fonn" do not represent competing methodologies. If the model builder is interested in describing one possible system that is useful in forecasting and simulating economic experience, then a structural form may be most appropriate. On the other hand, if the model builder is interested in policy recommendations or evaluations, a theoretical interpretation of parameters is required. And such an interpretation requires the formulation and testing of hypotheses; an integral part of this procedure is the definition of regions of acceptance and rejection in terms of the reduced form paramueters.at It is certainly true that the A-J study did not follow procedure that svas commonly accepted at aI For extensive discussion of this alternative method of evaluating econmnetric models, which is called the "method of predictive testing," sec Murphy, "Repeated Predictive Tests on an Econometric Model," and the references to Basmnann's other works cited therein. the time. But this point is fundamental: the A-J study reflected dissatisfaction with existing procedures in assessing the impact of monetary and fiscal actions. Over the years, monetary and fiscal multipliers, which were derived from models assumed to be true, had come to be accepted as approximations of reality, 32 The A-J propositions, simple as they were, were direct tests of alternative hypotheses about the response of the economic system to monetary and fiscal actions.
What issues relating to the A-J study are relevant? First, the statistical properties of the estimated equations used in the A-J study require close scrutiny. To a considerable extent this scrutinizing has been done by examining in detail the choice of combinations of monetary and fiscal variahles.aa Also, the "endogeneity of money" issue is relevant to the extent that a bias is present in the estimated coefficients. Though it should be pointed out that the question of money endogeneity has little to do with the formulation of the hypothesis about monetary influence,a4 A second issue that seems relevant to the discussion is an examination of the derived reduced form multipliers for the Keynesian models in light of the directly estimated A-J multipliers. In other words, once the estimated A-J equations have been checked out for their statistical properties, it seems logical for the Keynesians to develop their systems in such a way that they could he tested as an interdependent unit, rather than accepting point estimates of structural parameters as a basis for calculating policy mnultipliers. Rigid attachment to this method of calculating policy multipliers has been a stumbling block to raising the level of discussion relating to the A-J results.
1~T he Given the confusion that has arisen in connection with the A-J study, as well as the resulting upheaval of emnotions, what might represent an appropriate direction for future research? One' possible effort, given the interest in the monetarist "black box," would be for monetarists to develop and test theories relating to the mechanism whereby monetary and fiscal impulses are transmitted to the economy. Such studies could shed light on the meaning and significance of the monetarist propositious.°6
The following list of steps as outhued by Professor James Murphy could serve as a guide to testing the model, since the objective is to understand the modus operandi of the effect of monetary and fiscal actions rather than to replicate economic experience: This stands as an ambitious list, and is, of course, much easier said than done. Attempted use of this method of .pred.ictive testing of alternative models could shed considerable light on the monetaristfiscalist controversy, especially as it relates to the transmission mechanism.
"s'v/fi\1,,.rvcOr(7/v xl fri I / One of the more interesting issues relating to the nionetam-ist-fiscalist controversy is the assumed nature of the transmission mnechanism. Even though Brunner lists the transmission mechanism as a separate issue in macroeconomics, it seems that the transmission issue is in a focal position so far as the controversy is concerned. Clarification of the assumed nature of the transmission mechanism can provide a better understanding of the other macroeconomic issues, in part.icular, the dominant impulse amid aggregative vs. aliocative issues.
.thckrwn id-Lu.!
The Hicksian IS-LM model is the fundamental expository framework for virtually everyone who works and teaches in the field of macroeconomics.ms A basic characteristic, of this mnodel is that the channels of monetary influence are restricted to interest rates and xvealth. The primary channel of influence for fiscal actions, on the other hand, is via a direct effect on income. The IS-LM model is seldom used in its simplest formn, but it does serve as a core model that helps to mamtam order among the thought processes of the investigator. Its simplicity, as well as adaptability to a large number of problems, has accounted for its almost universal acceptance. Continued use of the IS-LM analysis in a form almost identical to that published in 1937 attests to its durability as a tool of macroeconomic analysis.
Attacks on the IS-LM model have been few and far between over the past 36 years. What is even more :irMurphy, "Repeated Predictive Tests on an Econometric
Model," also notes that if the model contains lagged endogenous variables, dynamic stabihty conditions are also a part of step (4). surprising is that the IS-LM model has not been tested as a unified set of hypotheses. This is not to say that individual relations embodied in the model have not been tested and estimated, but this procedure is a far different matter than applying the BasmannMurphy method of predictive testing. Meiselman's criticisms apply to the IS-LM analysis as traditionally used. As a theoretical construct, the Hicksian model is not criticized. Rather, Meiselman tends to level his attack on users of the model, not on the model itself.
1cm summary, it appears that the Hicksian IS-LM model provides a convenient starting point for analyzing macroeconomic problems, even if it has never been subjected to predictive tests. If it is found that the traditional use and interpretation of the model leads to incorrect conclusions with respect to the formulation and implementation of stabilization policy, then there is good reason to question the usefulness and validity of the model in its simplest form. Unfortunately, it is difficult to point to a particular piece of published work that gets specific and forms a policy recommendation on the basis of the Hicksian model. This model almost always seems to be invoked after the fact.~°One would think if a model is so universally applicable in cx post explanation, it would be used more widely as a predictive tool. There are, no doubt, other critiques, but the fact so few come to mind suggests that such critiques have been rare over the last 36 years.
40
For example, Teigen, in "A Critical Look," pp. 19-20, argues that observed parallel movements between money and interest rates are quite consistent with the basic IS-LM structure. This is very common procedure: manipulating the IS-LM model in such a way as to explain economic events after they happen. More often than not, these "explanat ions" are not logical implications of the model itself.
The hmunney-Meu:zcr Fi'aruet'ot-k
For a number of years Professors Brunner and Meltzer have been critical of the traditional usage of the IS-LM model. The general nature of their objections is contained in their comment on Friedman's theoretical framework,41 These objections are given more specifically in their presentation of an alternative framework.~2 In this article, Brunner and Meltzer develop a model that they propose as an alternative to the lS-LM framework.
The deficiencies of the IS-LM framework, according to Brunner and Meltzer, are as folloxvs: 43
(1) Bonds and real capital are treated as a single asset, Money substitutes only for bonds, not for existing assets or output.
(2) The theory has uot been successfully confirmed.
(3) The only simultaneous solution for the price level and real output is the full-employment solution. The problem of persistent unemployment is not explained.
Brunner and Meltzer's objective in their article was to correct two of these three deficiencies, omitting consideration of (2).
Before examining Brunuer and Meltzer's effort to correct these deficiencies, consider the possible reaction to this short list of deficiencies. Not enough time has passed for comments on the Brunuer-Meltzer paper to appear, but it is not difficult to formulate a possible reaction to their characterization of the "standard model." (2) This statement is not true because currently existing econometric models are essentially complex and detailed extensions of the IS-LM framework, and these models have proven successful.
(3) The inability of the IS-LM model to explain persistent unemployment is well-known. This model has long since been extended to determine the price level, output, and employment. "Extended" models, permitting determination of prices and otitput have become standard material in macroeconomic textbooks.
It is not hard to imagine the barrage of charges and countercharges that could be set in motion if this type of rejoinder appeared. And in the process, the significance of the Brunner-Meltzer contribution could easily be lost in the smoke of the argument.
The purpose of this section of the paper is to clarify a fundamental difference between the IS-LM model and the alternative framework developed by Bruuner and Meltzer. First, the question of whether the IS-LM model has been confirmed is set aside in an effort to focus on the differences in specification of the two models. Second, the problem of output and employment determination is set aside for expository purposes. This procedure simplifies the problem by focusing on the differences between the two models as they relate to the determination of the demand for output at a given price level. To ignore these issues is not to say that they are unimportant; there should be general agreement to the contrary.
By the process of elimination we are left with the deficiency relating to the assumption of substitution between only money and bonds. The interpretation offered here is that this assumption is a key one differentiating the aggregate demand portion of the Brunuer-Meltzer framework from the "traditional" IS-LM model. 45
Why are Brnnuer and Meltzer so concerned with the money-bonds substitution assumption? The answer is that this assumption implies that the transmission mechanism from money to economic activity is limited to interest rates. The IS-LM model may be amended to include wealth effects, but the moneybonds substitution assumption places emphasis on a borrowing cost mechanism for transmitting monetarỹ 5 The adjective "traditional" is used here to be representative of that class of IS-LM models which is used in mnacroeconomic textbooks. With very few exceptions, textbook IS-LM models build in the assumption of "money and bonds only" substitution. Furthermore, with the exception of Tobin, recent published articles by neo-Keynesiaus continue to give little emphasis to this assumption. See, for example, Teigen, "A Critical Look." impulses. More generally, in an attempt to represent the essence of the operation of the economic system, limiting a model to only one relative price -the interest rate -is considered far too restrictive. The logical implications for the effects of monetary and fiscal actions, as well as other factors, are seriously limited if such impulses are permitted to be channeled to economic activity through the movement of only one relative price -the interest rate.
The procedure followed by Brunner and Meltzer to correct the "money-bonds" deficiency in the IS-LM model is to add a market for existing assets, or what they call the market for "existing real capital." By adding such a market, another relative price is added to the IS-LM model, broadening substantially its capabilities for testing hypotheses about the effects of monetary and fiscal actions and other exogenous impulses.
46
By excluding the price of existing real capital, the traditional IS-LM model must either assume (1) that there is a perfect capital market whereby the price of existing real capital is always equal to the price of new production, or (2) that there is uo market for existing capital.
47 The first assumption is a property of classical economic mnodels where all costs of information and adjustment vanish, and defines what is generally known as long-mu equilibrium. The second assumption, ou the other hand, is more typical of Keynesian models.
By adding a market for existing real capital to the IS-LM model, the price relevant to that market is added to the list of variables that are potential arguments in each of the behavioral equations of the model. But the effect is much more significant than just adding another variable. One benefit is that the model can then be written in such a way as to separate the market for money from the market for 46 Tbe question may naturally arise as to how this price is measured, and measurement problems have no doubt been a factor undedying the neglect of this variable in macroeconomic analysis. In principle, such problems should be little greater than measuring "the price" applicable to new production. The development of the national income accounts to the neglect of balance sheet considerations has no doubt contributed to the development of theory bs the direction of focusing on new' production and its related price. But lack of data on the price of existing capital does not negate its role in the transmission mechanism. For a recent discussion of prices and price indices, see Annea A. Aichian and Benjamin Klein, "On a Correct Measure of Inflation," Journal of Money, Credit and Banking (February 1973 And it is this separation that leads to logical implications which differ substantially from those derived from the traditional IS-LM analysis.
In the traditional IS-LM analysis, the credit market is the hidden, or "left-out," market. Or in Patinicin's work it is the bond market.
5°O n occasion, failure to examine the implied credit market has resulted in the development of some very peculiar conditions which do not become obvious until the hidden market is explicitly derived. 5 '
Brunner and Meltzer do not question the existence of the hidden credit market; rather, they are concerned with the limited nature of the transmission mechanism whereby monetary and fiscal actions affect economic activity in traditional IS-LM models. Every multimarket model has at least one redundant market, as long as Walras' law of markets is accepted. Brunner and Meltrer, after adding an additional asset -existing real capital -retain the option of maintaining the credit market as the redundant market. However, they choose to make the credit and money markets explicit, making the market for existing real capital the redundant market. With this choice they are able to examine thoroughly the factors which contribute to the nature of economic response to monetary and fiscal actions.
By examining the expanded model, the deficiencies implicit in the use of the traditional IS-LM model become apparent. Very generally, Brunner and Meltzer conclude that the effect of monetary and fiscal actions, as well as other exogenous impulses, depends on the price of existing real capital as well as the interest rate and the price of new production. (Recall 48 It should he pointed out, however, that the term "money market" is a misnomer. In a money economy money is traded in every market; there is no "market" for money. esp. pp. 134-37. that throughout this discussion the price of new production has been treated as a given, and its determination requires further extension of the model. This extension, of course, is provided by Bruuner and Meltzer.) What is implied is that the nature of the response of the economy to mnouetary, fiscal, and other stimuli is conditioned by an enlarged number of considerations.
More specifically, the Bruuner and Meltzer conclusions, as they relate to the aggregate demand portion of their model, can be summarized as follows:
(1) The interest elasticities (or slopes) of the traditional IS and LM curves are neither necessary nor sufficient for determining the response of aggregate demand for output (at a given price level for such output) to monetary and fiscal actions,
(2) The role of wealth or real balance effects in macroeconomic models is substantially changed when a market for existing real capital is introduced. In particular, the response of aggregate demand to monetary impulses need not depend on wealth effects (or interest elasticities of IS and/or LM). (3) A maintained govermneut deficit financed by issuing debt raises interest rates and the price of existing real capital. Consequently, fiscal multipliers are conditioned by considerations other than interest elasticities and wealth effects.
This is a partial restatement of Bmnner-Meltzer's own summary. Their conclusions are more far-reaching than the above summary suggests. But the nature of these statements is interesting in that their conclusions, for the most part, list those factors that are relevant in testing hypotheses. For example, virtually all of the macroeconomic textbooks characterize the monetarist model as the "extreme" case where the interest elasticity of money demand is zero, for this is the only way to get a fiscal multiplier of zero. Acceptance of such a characterization of the monetarist model implies that the statistical significance of the interest elasticity of money demand becomes the cmcial test of the monetarist model (at least with respect to its implications for fiscal policy). If this elasticity is not significantly different from zero, the hypothesis as it relates to fiscal impact has to be rejected. Brunner and Meltzer, in contrast, show that a zero interest elasticity of money is not necessary in order that the fiscal multiplier be zero.
The Bruimer-Meltzer macroeconomic framework has been discussed at some length, but certainly not in detail, and contrasted with the traditional IS-LM
